NEAR EAST AND NORTH AFRICA

ALGERIA

Key Economic Indicators
[Millions of U.S. Dollars unless otherwise indicated]

1998 1999 20001
Income, Production and Employment:
Nominal GDP 2 ..ot 48,300 51,400 55,044
Real GDP Growth3 .........ccccciiiiiiiiiie 51 4.0 4.3
GDP by Sector: 2
AQriCUIUre ..o 5,756 6,171 5,648

4,765 5,129 4,626
4,731 5,028 4,736

Manufacturing
Construction ....

Hydrocarbons 10,700 12,042 18,500
Services ........ 11,794 12,707 11,685
Government .........ccceeeiins 9,670 10,323 9,849
Real Per Capita GDP (US$) . 1,610 1,620 1,764
Labor Force (millions) .......... . 8.10 8.3 8.55
Unemployment Rate (pct) . . 28.0 29.0 30.0
Fiscal Deficit/GDP (PCL) .....ccovvveeriiiiiieieeciee e -3.90 -0.5 7.1
Money and Prices (annual percentage growth):
Money SUpply (M2) ....oooiiiiiieeie e 19.0 14.5 15.5
Consumer Price Index .... . 5.0 2.46 14
Official 4 .........ccvvevvenne. . 59.5 66.64 75.0
Parallel® ... 70.0 71 88.0
Balance of Payments and Trade:
Total EXPOITS ...ooivieiiiiiiie it 10,213 12,522 19,971
OillGas ....ccceevvvvveeieeeiienn, . 10,100 12,084 18,832

1,656 1,861 2,587

Exports to United States .. ,
9,403 9,164 9,125

Total Imports CIF ................

Imports from United States 713 770 790
Trade Balance ............cc.cceeeueenne . 810 3,358 10,046

Balance with United States ....... . 953 1,046 1,797
Current Account Deficit/GDP (pct) . -1.9 4.17 11.00
External Public Debt ...................... . 30,261 28,960 26,69
Debt Service/GDP (pct) ..... . 11.1 11.3 10.25
Gold and Foreign Exchange Reserves ... 8,300 6,510 10,210
Aid from United States® .............cccoceenee . 209 325 550
Aid from All SOUFCES .....c.oovviiiiiiiiiiieieeeee N/A N/A N/A

12000 data based on: a) data for less than full year from Algeria’s Central Bank, Algerian Customs; b)
embassy estimates.

2GDP at current market price.

3Percentage changes calculated in local currency.

4Bank of Algeria and embassy estimates.

5Embassy estimates.

6In thousands of U.S. dollars.

1. General Policy Framework

Algeria offers significant opportunities to U.S. firms looking to export, to invest
or to form joint ventures with a long-term perspective. The country is the largest
in North Africa and the most populated (31 million people in 2000). Algeria has
large proven oil reserves with 36 billion barrels of oil equivalent, Algeria is ranked
fifteenth in the world in terms of oil reserves; it is one of the world’s largest pro-
ducers of natural gas; there is the potential for large additional discoveries of oil
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and gas. The country’s hydrocarbon revenues for 2000 will reach approximately $19
billion. U.S. technology and expertise are highly prized as a means to explore and
exploit these resources. In addition, as the country embarked in 2000 on a major
program to modernize its industry, it is actively seeking U.S. firms as suppliers of
equipment, of engineering expertise, of technology and of capital.

Balance of trade between the United States and Algeria

Total Algerian imports in 2000 are expected to reach almost $10 billion. Over the
last three years, U.S. exports to Algeria have been steadily increasing ($695 million
of U.S. exports to Algeria in 1997; $770 million in 1999). Although the United States
is now the third largest exporter to Algeria, the balance of trade between the two
countries remains lopsided. The United States is the second largest importer of Al-
gerian goods (mostly hydrocarbons). Algerian exports to the United States reached
$1.8 billion in 1999. With the sharp increase in the price of oil, the value of Algerian
exports to the United States in 2000 is likely to be much higher.

Largest current and potential markets for U.S. exports

The hydrocarbon sector is the largest market for U.S. exports (mostly oil/gas ex-
ploration and recovery equipment). Because Air Algérie, the national airline, has
chosen Boeing planes to modernize its fleet, aerospace will be the second largest
market for U.S. exports in 2000. As a result of the planned modernization of Alge-
rian industry, there is now a strong potential demand for U.S. goods and services
in other sectors, including: engineering, sensors and process control, instrumenta-
tion and high technology (in particular telecommunications). There is also much po-
tential for U.S. exporters of agricultural products: Algeria imported some $2.5 bil-
lion in foodstuffs Iin the year 2000 and it is the world's fifth largest importer of
wheat. U.S. wheat exports to Algeria are expected to increase by 50 percent in 2000
to reach 750,000 tons. In the future, there will be additional opportunities for U.S.
exporters of cereals because of the drought in Algeria and of the reorientation of
Algerian agriculture. Less cereal will be planted; Algeria will revert instead to tradi-
tional crops such as olives and grapes.

A stabilized economic environment

In 1994, the Algerian government, with support from the IMF, adopted a three-
year structural adjustment program of prudent fiscal and monetary policy geared
towards macroeconomic stability. The results of this policy have been significant: in-
flation stood at 20.3 percent in 1996, and it will not exceed 1.5 percent in 2000.

The instruments of monetary policy in Algeria are limited. The Bank of Algeria
controls monetary growth primarily via bank lending limits. Interest rates are set
weekly by a government board. In 2000, the central bank discount rate stood at 7.5
percent and commercial bank lending rates ranged between 8 and 10 percent.

Financial services and telecommunications: The two main bottlenecks

The lack of a modern financial services sector restricts the growth of the economy.
Four private banks recently started operating in Algeria: Citibank, the Arab Bank-
ing Corporation and two French banks (Natexis/Banques Populaires and Societé
Genérale). The banking sector, largely controlled by the government, is inefficient
and overstaffed. Reform of the banklng sector has progressed slowly.

Antiquated telecommunications systems are also an impediment to banking re-
form and more generally to economic growth. However, the ambitious program
launched by the government to modernize telecommunications is proceeding.

2. Exchange Rate Policy

Since January 1996, an interbank foreign exchange market has determined the
exchange rate of the Algerian currency (the dinar). In 2000, the average exchange
rate was 75 dinars to a dollar, up from 66 in 1999. The dinar’s depreciation reflects
the rise of the dollar against most currencies in 2000.

The dinar is convertible for all current account transactions. Private and public
importers may buy foreign exchange from six commercial banks for commercial
transactions provided they can pay for hard currency in dinars. Although commer-
cial banks may buy foreign exchange from the Bank of Algeria, they are no longer
required to surrender to the Bank of Algeria the foreign exchange they acquire and
may trade these resources among themselves. According to the International Mone-
tary Fund (IMF), total foreign exchange reserves are expected to reach $10 billion
by the end of 2000, a 61 percent increase over 1999.

3. Structural Policy

While reaffirming its commitment to the continuation of fiscal and monetary dis-
cipline, the government launched in 2000 a program of major structural changes.
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The objective of this program is to radically transform and modernize the Algerian
economy to solve major problems that have been plaguing the country for years.

The most pressing problem is unemployment. It now stands at 30 percent overall
and as high as 70 percent for those under 25 (the majority of the population).

Starting in 1996, the government had taken steps to replace what used to be a
socialist, centrally planned and managed economy with a more decentralized and
flexible one. In 2000, the cost and the failure of the measures adopted so far to mod-
ernize the economy convinced the government to disengage itself completely from
the ownership and from the running of firms.

In order to transform the Algerian economy into one based upon free market prin-
ciples, the government announced in 2000 a four-pronged program. With the excep-
tion of the energy sector, most firms now owned by the government (the quasi total-
ity of industrial firms with more than 100 employees) will be privatized. They will
be sold to their employees, to private Algerian businessmen, to foreign firms, or to
partnerships of any or all of the three. All public service sectors currently served
by a monopolistic government-owned utility will be deregulated and competition will
be encouraged. The first sectors to be so reformed will be telecommunications and
the production and distribution of gas and electricity. The energy sector will be re-
formed through competition and by opening the capital of government-owned firms
to private interests (Algerian or foreign). Finally, the banking sector will be entirely
restructured through competition and foreign participation in order to improve serv-
ices and reduce costs.

This program is very ambitious. Given the outcome of past programs, the coopera-
tion of key stakeholders, such as the worker unions and the bureaucracy, will be
needed for its success.

Algeria and the WTO; Algeria and the European Union

Algeria is not a member of the World Trade Organization, but there is a move-
ment to restart stalled accession discussions. Algeria has resumed negotiations with
the European Union on an association treaty. Such a treaty could be signed as early
as 2001. It would, in particular, eliminate custom duties between Algeria and the
EU. Algeria, however, is asking for this dismantling of duties to take place over a
twelve-year period. Chief among Algeria’s concerns is that its firms, being mostly
inefficient, could not withstand the competition from European imports if duties
were removed.

4. Debt Management Policies

At the end of 2000, total medium and long-term debt is expected to reach $26.96
billion, down from 30.26 billion in 1998. Debt repayment is a priority of the Algerian
government and much of the windfall resulting from the high 2000 oil prices will
be devoted to it. As a result, the amounts devoted to debt service are expected to
decrease by 27 percent between 2000 and 2002.

The debt/GDP ratio was 59.1 percent in 1999; it is expected to decrease to 47.9
percent in 2000 and to 45.5 percent in 2001. By the same token, the share of export
earnings spent on debt service payments, 39.6 percent in 1999, should drop to 24.1
percent in 2000.

Thanks to the oil windfall and to prudent fiscal policy Algeria will have a budget
surplus of about 8 percent of GDP in 2000.

5. Significant Barriers to U.S. Exports

There are no barriers specifically erected to stem U.S. exports. However, for many
years tariffs on imports were high in Algeria and some still are; moreover, while
it is a priority of the government, the modernization of Algerian customs has not
yet taken place. Algeria’s customs administration has simplified import clearance
procedures, but the process remains time-consuming and the source of many com-
plaints. Finally, much of Algeria’s purchasing overseas is done though international
RFPs and tenders. Streamlining these and making them more transparent are stat-
ed objectives of the Algerian government.

Nontariff barriers: Algeria has largely deregulated its merchandise trade regime.
Import licenses are no longer required. The only imports subject to restrictions are
firearms, explosives, narcotics, and pork products, which are prohibited for security
or religious reasons. The government insists on specific testing, labeling, or certifi-
cation requirements being met, however. Algeria is increasingly adopting and re-
quiring compliance with EU quality standards (e.g., International Standards Orga-
nization).

The Ministry of Health requires distributors to obtain authorizations to sell im-
ported drugs, which must have been marketed in their country of origin, as well as
in a third country, before they may be imported. Government regulations stipulate
that imported products, particularly consumer goods, must be labeled in Arabic.
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This regulation is enforced. It is helpful to label products in French. Food products
when they arrive in Algeria must have at least 80 percent of their shelf life remain-
ing.

Export of services: The government plans to deregulate and to allow private com-
petition in most service sectors. Insurance, banking, air transportation, air courier
services have already been deregulated and foreign firms are actively encouraged
to participate. (DHL now offers service in several Algerian cities).

Deregulation of the telecommunications and of the power production and distribu-
tion sectors are now being planned.

Foreign investment into Algeria: The Algerian government seeks to disengage
itself from the ownership of firms. In addition, modernization of Algerian industry
has become a top priority. For these reasons, foreign investment, especially by U.S.
corporations, is actively sought.

The 1991 Hydrocarbons Sector Law and the 1991 Mining Law, revised in 1999
to permit majority foreign ownership of mining enterprises, govern investments in
these two local sectors. Production sharing agreements are routine.

In 1995, an investment code was enacted. Under the code, a new agency, APSI,
was created to facilitate investment into Algeria. APSI coordinates all registration
formalities for investors; it also puts together packages of incentives available under
the investment code: tax relief, lower customs duties, exceptions to labor laws and
comply with international oil business norms.

The Algerian government’s procurement practices do not adversely affect U.S. ex-
ports. Algeria participates officially in the Arab League boycott against Israel, but
no U.S. firms have been disadvantaged by Algeria’s policy in this regard.

6. Export Subsidies Policies

About 95 percent of Algeria’s export revenues are derived from oil and natural gas
exports. The government does not provide direct subsidies for hydrocarbon or non-
hydrocarbon exports. The government reactivated a non-hydrocarbon exports insur-
ance and guarantee program in 1996, but it has had little effect. Almost all export
restrictions have been removed, the exceptions being palm seedlings, sheep, and ar-
tifacts of historical and archaeological significance.

7. Protection of U.S. Intellectual Property

Algeria is a member of the Paris Industrial Property Convention and the 1952
Convention on Copyrights. The body of Algerian legislation devoted to the protection
of intellectual property is significant. For instance there are both civil and criminal
penalties for infringement of copyrights. However, enforcement of this legislation is
often lacking. Improving the enforcement of its intellectual property legislation has
become a priority of the Algerian government. U.S. firms with a high stake in pre-
venting infringement of their intellectual property are currently working closely
with the Algerian authorities to improve the situation. i

Patents and trademarks are administered by the Institut Algerien de
Normalisation et de Proprieté Industrielle; copyrights are administered by the Office
National des Droits d'Auteurs. Patents are protected by the law of December 7,
1993; they are granted for 20 years from the date the patent request is filed and
are available for all areas of technology. The laws of March 19, 1966 and of July
16, 1976 afford trademark protection.

A 1973 law provides broad copyright protection for books, plays, musical composi-
tions, films, paintings, sculpture, and photographs. The law also grants the author
the right to control the commercial exploitation or marketing of the above products.
The 1973 law is being amended to include protection for (among other things) videos
and radio programs.

8. Worker Rights

Workers in Algeria enjoy considerable rights and do not hesitate to strike when
they perceive these rights as threatened. The current privatization program is very
respectful of workers rights and much is done to encourage workers to become own-
ers of the firms they work for.

a. The Right of Association: In theory, workers may form and be represented by
trade unions of their choice. In fact there is essentially one union in Algeria, Union
Générale des Travailleurs Algériens (UGTA). It serves as an umbrella organization
with local chapters in individual firms and sector chapters. In theory unions may
not affiliate with political parties or receive funds from abroad. In fact UGTA, from
its inception, has been closely aligned with FLN, the only party in Algeria from
1962 to 1989 and the dominant party until 1997.

b. The Right to Organize and Bargain Collectively: A quarter of all Algerian work-
ers are members of UGTA. Union-led strikes have been frequent in the past five
years as industry was being reorganized. Such strikes are likely to be at least as
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frequent in the future as government owned firms are being privatized. Because of
the overstaffing of Algerian state-owned enterprises, privatization is likely to result
in the elimination of numerous redundancies and workers are worried. While the
law prohibits discrimination by employers against union members and organizers,
there have been instances of retaliation against strike organizers. A 1990 law per-
mits all unions to engage in collective bargaining. This right has been freely prac-
ticed.

. Prohibition of Forced or Compulsory Labor: Forced or compulsory labor has not
been practiced in Algeria and is proscribed by the constitution.

d. Minimum Age for Employment of Children: The minimum employment age is
16 years and inspectors can enforce the regulation. In practice, many children work
part or full time in small private workshops, in family farms and in informal trade.

e. Acceptable Conditions of Work: The 1990 law on work relations defines the
overall framework for acceptable conditions of work. The law mandates a 40-hour
workweek. Employers pay 24 percent of salaries to the government for their work-
ers’ social security, workmen’s compensation and unemployment disability insur-
ance. The government has set a guaranteed monthly minimum wage of 8,000 dinars
($107). A decree regulates occupational and health standards. Work practices that
are not contrary to the regulations regarding hours, salaries, and other work condi-
tions are left to the discretion of employers in consultation with employees.

f. Worker Rights in Sectors with U.S. Investment: Nearly all of the U.S. invest-
ment in Algeria is in the hydrocarbon sector. Algerian workers in this sector enjoy
0 0 TDan DE
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Key Economic Indicators—Continued

[Millions of U.S. Dollars unless otherwise indicated]

1998 1999 20001

Per Capita GDP (US$)2 ......ccoocivireeriieeneseenenens 9,776 9,611 9,781
Labor Force (1,000S) ......cooeevvveeernnnnn. . 294 306 318
Unemployment Rate (Govt. figures) ......... . 24 2.35 24
Unemployment Rate (Embassy estimate) ............... 16 17 18

Money and Prices (annual percentage growth):
Money SUpply (M2) .....cocooeiieiieiieceeee e 16.6 43 6.9
Exchange Rate (US$/BD) 2.65 2.65 2.65
Balance of Payments and Trade:

Total EXports FOB3 ... 3,263 4,070 5,300
Exports to United States .. . 170 241 318
Total Imports CIF ...........c...... . 3,554 3,600 3,900
Imports from United States 295 348 332
Trade Balance ..........cccocvvveeveeeiicciniieeeeenn, —-291 470 1,400
Trade Balance with United States4 ... . -125 -107 -14
External Public Debt ...........ccccoeviiennnnn. . N/A N/A N/A
Current Account Deficit/GDP (pct) .. . 0 0 0
Debt Service Payments/GDP (pct) ......... . N/A N/A N/A
Gold and Foreign Exchange Reserves ..............c...... 1,015 1,038 1,129
Aid from United States ........ccccevveivevviiieeiiieeeiee e 0 0 0
Aid from All Other Sources .........ccoccvvienieinieiieenn, 50.0 50.0 50.0

12000 figures are all estimates based on data available in October 2000.

2Current prices, based on population projections.

3Exports include transshipment, which accounts for 14 percent of non-oil exports from Bahrain.
4Figures reflect merchandise trade.

Sources: Bahrain Monetary Agency, U.S. Department of Commerce, Embassy estimates.

1. General Policy Framework

Although the Government of Bahrain has controlling interest in many of the is-
land’s major industrial establishments, its overall approach to economic policy, espe-
cially those policies that affect demand for U.S. exports, can best be described as
laissez faire. Except for certain basic foodstuffs and petroleum products, the price
of goods in Bahrain is determined by market forces, and the importation and dis-
tribution of foreign commodities and manufactured products is carried out by the
private sector.

Effective January 1, 2000 the Government of Bahrain abolished import duties on
43 food and feed items, and reduced duties on consumer goods from 10 percent to
7.5 percent. The import duty on tobacco was increased to 100 percent (up from 70
percent) in 2000 in compliance with an earlier GCC health ministers’ decision. Tar-
iffs on cars and boats (20 percent) and alcoholic drinks (125 percent) remain in ef-
fect. In principle, no tax or duty is payable on imports of raw materials or semi-
manufactured goods for manufacture, or imports required for development projects,
on transshipments, or on re-exports.

The Bahraini dinar is freely convertible, and there are no restrictions on the re-
mittance of capital or profits. Bahrain does not tax either individual or corporate
earnings. The only exception would be for petroleum revenues under a production-
sharing agreement.

Over the past three decades, the government has encouraged economic diversifica-
tion by investing directly in such basic industries as aluminum smelting, petro-
chemicals, and ship repair, and by creating a secure regulatory framework that has
fostered Bahrain’s development as a regional financial and commercial center. De-
spite diversification efforts, the oil and gas sector remains the cornerstone of the
economy. Oil and gas revenues constitute approximately 50 percent of governmental
revenues, and oil and related products account for about 66 percent of the island’s
exports. Bahrain’s oil production amounts to about 40,000 barrels a day (b/d), and
it markets and receives oil revenues from the 140,000 b/d produced from Saudi Ara-
bia’s Abu Sa'fa offshore oil field. Gas production amounts to about 1.11 billion cubic
feet per day.

The 1999-2000 budget (Bahrain’s budgets are prepared biannually) was prepared
amid very difficult circumstances because the deterioration in oil prices caused a dif-
ficulty in estimating expected oil revenue over the next two years. Government reve-
nues were forecast at $3.0 billion, down 8.6 percent from $3.3 billion in the previous
budget. Conversely, government expenditures were projected at $3.9 billion, up 4.5
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percent. Oil revenues constitute 49 percent of projected government revenues. The
resulting deficit was to be covered by internal borrowing and loans from Arab funds
and the Jeddah-based Islamic Development Bank. Sustained high global oil prices
since mid-1999, however, significantly boosted government revenues over initial pro-
jections. Although the government has not released figures detailing the impact of
high oil prices on the national budget, the government is now anticipating a budget
surplus at the end of 2000. The 2001-2002 budget, including new assumptions on
oil prices, will be published in December 2000.

The Bahrain Monetary Agency (BMA) has limited instruments of monetary policy.
Treasury bills are used to regulate dinar liquidity positions of the commercial
banks. Liquidity to the banks is provided now through secondary operations in
treasury bills, including discounting treasury bills, and sales by banks of bills to the
BMA with a simultaneous agreement to repurchase at a later date. Starting in
1985, the BMA imposed a reserve requirement on commercial banks equal to five
percent of dinar liabilities. Although the BMA has legal authority to fix interest
rates, it has not yet exercised the authority. The BMA has, however, published rec-
ommended rates for dinar deposits since 1975. In August 1988, special interest rate
ceilings for consumer loans were introduced. In May 1989 the maximum prime rate
was abolished, and in February 1990, new guidelines permitting the issuance of
dinar certificates of deposit at freely negotiated rates for any maturity from six
months to five years were published.

2. Exchange Rate Policies

Since December 1980, Bahrain has maintained a fixed relationship between the
dinar and the dollar at the rate of one dollar equals 0.377 BD. Bahrain maintains
a fully open exchange system free of restrictions on payments and transfers. There
is no black market or parallel exchange rate.

3. Structural Policies

As a member of the Gulf Cooperation Council (GCC), Bahrain participates fully
in GCC efforts to achieve greater economic integration among its member states
(Kuwait, Oman, Qatar, Saudi Arabia, the United Arab Emirates, and Bahrain). In
addition to duty-free treatment to imports from other GCC states, Bahrain has
adopted GCC food product labeling and automobile standards. Efforts are underway
within the GCC to enlarge the scope of cooperation in fields such as product stand-
ards and industrial investment coordination. In recent years, the GCC has focused
its attention on negotiating a free trade agreement with the European Union.

Bahrain is an active participant in the ongoing U.S.-GCC economic dialogue. In
addition, Bahrain signed a Bilateral Investment Treaty (BIT) with the United
States in September 1999, the first Gulf state to do so. It was ratified by Bahrain
in November 1999 and was pending before the U.S. Senate as of October 2000. The
inaugural meeting of the Joint Economic Dialogue (JED) between Bahrain and the
United States also took place in September 1999. For the present, U.S. products and
services compete on an equal footing with those of other non-GCC foreign suppliers.
Bahrain still officially participates in the primary Arab League economic boycott
against Israel, but does not observe secondary and tertiary boycott policies against
third-country firms having economic relationships with Israel.

With the exception of a few basic foodstuffs and petroleum product prices, the gov-
ernment does not attempt to control prices on the local market. Because most manu-
factured products sold in Bahrain are imported, prices basically depend upon the
source of supply, shipping costs, and agents’ markups. Commissions are capped at
five percent and are due to be phased out by 2003. Since the opening of the Saudi
Arabia-Bahrain causeway in 1985, and the 1998 revision in the Agency Law that
abolished sole agency requirements, local merchants have been less able to maintain
excessive margins and, as a consequence, prices have tended to fall as competition
has heated up somewhat.

Bahrain is essentially tax-free. The only corporate income tax in Bahrain poten-
tially would be levied on oil, gas, and petroleum producers, all of which are state-
owned at this time. There is no individual income tax, nor does the country have
any value-added tax, property tax, production tax or withholding tax. Bahrain has
customs duties and a few indirect and excise taxes, which include a tax on gasoline,
a 10 percent levy on rents paid by residential tenants, a 12.5 percent tax on office
rents, and a 15 percent tax on hotel room rates. Firms with 50 or more employees
pay a training levy at the rate of 3 percent of the payroll for expatriates and one
percent for Bahrainis.

4. Debt Management Policies

The government follows a policy of strictly limiting its official indebtedness to for-
eign financial institutions. To date, it has financed its budget deficit through local
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banks. In April 1998, Bahrain launched its first bond issue, worth approximately
$107 million, which was well received. The government has no plans for a second
issue at this time. Bahrain has no International Monetary Fund or World Bank pro-
grams.

5. Aid

Bahrain receives assistance in the form of project grants from Saudi Arabia, Ku-
wait, and the United Arab Emirates. On April 1, 1996 Bahrain began receiving 100
percent of the revenue from the 140,000 b/d of oil produced from Saudi Arabia’s off-
shore Abu Sa’fa field. This has proved to be a major source of funding for the gov-
ernment’s budget.

6. Significant Barriers to U.S. Exports

Standards: Processed food items imported into Bahrain are subject to strict shelf
life and labeling requirements. Pharmaceutical products must be imported directly
from a manufacturer that has a research department and must be licensed in at
least two other GCC countries, one of which must be Saudi Arabia.

Investment: The government actively promotes foreign investment and permits
100 percent foreign ownership of new industrial enterprises and the establishment
of representative offices or branches of foreign companies without local sponsors.
Other commercial investments are made in partnership with a Bahraini national
controlling 51 percent of the equity. Except for citizens of Kuwait, Saudi Arabia, and
the United Arab Emirates, foreign nationals must lease rather than purchase land
in Bahrain. There is, however, currently legislation under consideration that would
allow all foreigners to own property in Bahrain. The government encourages the em-
ployment of local nationals by setting local national employment targets in each sec-
tor and by restricting the issuance of expatriate labor permits. Nevertheless, a siz-
able expatriate labor force continues to work in Bahrain.

Government Procurement Practices: The government makes major purchasing de-
cisions through the tendering process. For major projects, the Ministries of Works
and Agriculture, and of Electricity and Water, extend invitations to select
prequalified firms. Smaller contracts are handled by individual ministries and de-
partments and are not subject to prequalification.

Customs Procedures: The customs clearance process is used to enforce the pri-
mary boycott of Israel, insofar as it is enforced. Goods produced by formerly
blacklisted firms may be subjected to minor delays; the secondary and tertiary boy-
cotts are no longer used as the basis for denying customs clearance. The process of
removing firms from the blacklist has become routine, upon application by the sub-
ject firm. Bahraini customs also protects against the import of pirated goods and
enforces the Commercial Agencies Law. Goods manufactured by a firm with a reg-
istered agent in Bahrain may be imported by that firm’s agents or, if by a third
party, upon payment of a commission to the registered agent. This arrangement is
being phased out.

7. Export Subsidies Policies

The government provides indirect export subsidies in the form of preferential
rates for electricity, water, and natural gas to selected industrial establishments.
The government also permits the duty-free importation of raw material inputs for
incorporation into products for export and the duty-free importation of equipment
and machinery for newly established export industries. The government does not
target subsidies to small businesses.

8. Protection of U.S. Intellectual Property

Bahrain was deleted from the U.S. “Special 301" Watch List in 1999, and re-
mained off the list in 2000, in recognition of greatly enhanced IPR protection in
Bahrain. The government has made dramatic progress in reducing copyright piracy;
patent and trademark protection has always been strong. There continue to be no
reports of significant violations of U.S. patents and trademarks in Bahrain. Bahrain
signed the Bern Convention for the Protection of Literary and Artistic Works and
the Paris Convention for the Protection of Industrial Property in 1996.

9. Worker Rights

a. The Right of Association: The partially suspended 1973 constitution recognizes
the right of workers to organize, but western-style trade unions do not exist in Bah-
rain, and the government does not encourage their formation. Article 27 of Bah-
rain’s Constitution states: “Freedom to form associations and trade unions on na-
tional bases and for lawful objectives and by peaceful means shall be guaranteed
in accordance with the conditions and in the manner prescribed by the law. No per-
son shall be compelled to join or remain in any association or union.” In response
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to labor unrest in the mid-1950s and in 1965 and 1974, the government passed a
series of labor regulations that, among other things, allows the formation of elected
workers’ committees in larger Bahraini companies. Worker representation in Bah-
rain today is based on a system of Joint Labor-Management Committees (JLCs) es-
tablished by ministerial decree. There currently are 19 JLCs in Bahrain.

b. The Right to Organize and Bargain Collectively: Bahrain's Labor Law neither
grants nor denies workers the right to organize and bargain collectively. While JLCs
are empowered to discuss labor disputes, organize workers’' services, and discuss
wages, working conditions, and productivity, the workers have no independent, rec-
ognized vehicle for representing their interests on these or other labor-related
issues.

¢. Prohibition of Forced or Compulsory Labor: Forced or compulsory labor is pro-
hibited in Bahrain. The press often performs an ombudsman function on labor prob-
lems, reporting instances in which private sector employers occasionally compelled
foreign workers from developing countries to perform work not specified in their
contracts. Once a worker has lodged a complaint, the Labor Ministry opens an in-
vestigation and takes action.

d. Minimum Age for Employment of Children: The minimum age for employment
is 14. Juveniles between the ages of 14 and 16 may not be employed in hazardous
conditions or at night, and may not work over six hours per day or on a piecework
basis. Child labor laws are effectively enforced by Labor Ministry inspectors. Child
labor is not believed to be significant outside family-operated businesses.

e. Acceptable Conditions of Work: Minimum wage scales, set by government de-
cree, exist for employees and generally afford a decent standard of living for workers
and their families. Wages in the private sector are determined on a contract basis.
For foreign workers, employers consider benefits such as annual trips home, hous-
ing, and education bonuses part of the salary. Bahrain's Labor Law mandates ac-
ceptable working conditions for all adult workers, including adequate standards re-
garding hours of work (maximum 48 hours per week) and occupational safety and
health. Complaints brought before the Labor Ministry that cannot be settled
through arbitration must, by law, be referred to the Fourth High Court (Labor)
within 15 days. In practice, most employers prefer to settle such disputes through
arbitration, particularly since the court and labor laws are generally considered to
favor the worker.

f. Rights in Sectors with U.S. Investment: The company law does not discriminate
at all against foreign-owned companies and is in the process of being liberalized fur-
ther. Workers at all companies with U.S. investment enjoy the same rights and con-
ditions as other workers in Bahrain.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999

[Millions of U.S. Dollars]

Category Amount

PetroleUmM ....ooiiiiiiie -92
Total Manufacturing ..........ccccoceiiiiieiiiiee e -5

Food and Kindred Products ......... ®

Chemicals and Allied Products ... 0

Primary and Fabricated Metals ........... 0

Industrial Machinery and Equipment . ®

Electric and Electronic Equipment ... . 0

Transportation Equipment ................ . 0

Other Manufacturing .......... . -3
Wholesale Trade ............ . ®
BaNKING ..oooviiiiiieee s ®
Finance/Insurance/Real Estate ...........ccccooveiienieennennne. ®
Services . ®
Other INAUSTFIES ......cocoiiiiiiiiiie e -1
TOTAL ALL INDUSTRIES ....ccooiiiiiiiieeeeeee e -92

(1) Suppressed to avoid disclosing data of individual companies.
(3) Less than $500,000 (+/-).

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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EGYPT

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]

97/98 98/99 99/00
Income, Production and Employment:
GDP (CUrrent PriCeS) .......cceeiieiieniiieeiiieeeeieee e 83.8 89.7 94.0
Real GDP Growth (PCt)2 ......ccoeviiiieiiiieeiieee e 5.7 6.0 5.0
GDP by Sector:
AQriCUITUre ..o 17.5 17.4 16.7
Manufacturing 32.2 315 33.5
Services ............ 42.3 43.3 42.2
Government ................. 7.8 7.9 7.5
Per Capita GDP (US$) ... 1,310 1,406 1,430
Labor Force (millions) ....... 17.0 18.3 18.5
Unemployment Rate (pct) .... 8.9 8.3 7.4
Money and Prices (annual percentage growth):
Money Supply Growth (M2) ........ccoccevviiiriiiiciice, 12.3 11.4 8.8
Consumer Price Inflation (period average) ............. 4.0 2.9 25
Exchange Rate (LE/US$ annual average)
Market RAte ........cccoeviiiiiiiiiii e 3.39 3.396 3.6
Balance of Payments and Trade:

Total EXports FOB3 ... 5.128 4.445 6.388
Exports to United States3 . 0.698 0.660 0.44495
Total Imports FOB3 ................ 16.899 16.969 17.861
Imports from United Statess .. . 3.060 3.000 1.7195
Trade Balance3 ............ccccceee.. . -11.7 -12.5 -11.7
Balance with United States . -2.361 -2.360 -1.2745

External Public Debt ............ 28.1 28.2 27.8
Fiscal Balance/GDP (pct) ........cccccueneee. -1.0 -1.3 —4.2
Current Account Balance/GDP (pct) ... -3.4 -1.9 -1.2
Debt Service Payments Ratio“ ............... 13.0 11.0 7.2
Gold and Foreign Exchange Reserves ... . 20.3 18.0 15.1
Aid from United States .......cccccoovevriiiieniieenieneeee 2.115 2.075 2.1

1Statistics are based on Egypt's fiscal year starting July 1 and ending June 30.
2Percentage changes calculated in local currency.

3Merchandise trade.

4Ratio of external debt service to current account receipts.

5Estimates from January to June 2000.

1. General Policy Framework

Egypt, with a population of 67 million and a per capita income of $1,430, is a
major developing country. Its productive economy is segmented into the state sector
(estimated at 26.9 percent of GDP) and the private sector (with about 73.1 percent
of GDP). The Ministry of Finance estimates the informal sector is equivalent to 25
percent of the GDP in 1999. Foreign assistance, including some $2 billion from the
United States, has funded a significant portion of Egypt's infrastructure develop-
ment. Private investment in key infrastructure areas has increased dramatically Iin
the past two years.

Egypt’'s economic stabilization program started in 1991 and is still ongoing. It has
produced measurable growth in several sectors of the economy. The real GDP
growth rate has climbed annually, moving from two percent in 1991 to six percent
in 1999. Inflation decreased during the same period from 20 to 2.8 percent. Foreign
currency reserves have increased and stood at $15.7 billion in 1999. Recently, how-
ever, the pace of macroeconomic growth has slowed. The Government of Egypt was
forced to revise its budget deficit figures for 1998/99 upward from 1.3 percent to 4.2
percent of GDP. Tariff protection has been reduced with most average favored na-
tion (MFN) duties dropping from a high of 42 percent in 1991 to 27 percent at the
start of 2000. Many nontariff barriers have been removed, and Egypt has pledged
to implement the new WTO customs valuation procedures in July of 2001. The offi-
cial unemployment rate is 7.4 percent, but other sources put the figure higher.

Services are the fastest growing sector of the economy, accounting for 32 percent
of GDP (including government services). Tourism, the Suez Canal, trade, and bank-
ing are the largest service sub-sectors. Egypt is an exporter of petroleum, light man-
ufactures (including textiles), and agricultural products. It imports machinery, re-
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fined oil products, and food products. Since 1995 Egypt's exports have remained at
around 5 to 6 billion dollars, while imports increased from 13 to 18 billion dollars.
In 1999 Egypt's exports to the United States totaled about $600 million, while it
imported some $3 billion from the United States.

In 1997 and 1998 Egypt's foreign exchange earnings declined from several key
sources (particularly tourism, Suez Canal receipts, worker remittances, and petro-
leum exports). As a result, Egypt’s current account balance went from a small sur-
plus to an almost $3 billion deficit at the end of 1998. In 1999 some of the sources
of foreign exchange earnings started to recover with tourist visitor numbers at
record levels, Suez Canal receipts stabilizing, and petroleum prices rising. This has
brought a corresponding improvement in the current account balance.

The Egyptian government's expenditures were around $26 billion in 1999/00,
some 29 percent of GDP, with the fiscal deficit around 4.2 percent of GDP. The def-
icit was financed through issuance of government securities, borrowing from the
pension fund through the National Investment Bank, and foreign assistance. Fiscal
revenues are mainly comprised of tax revenue, including income tax receipts and
customs tariffs. Egypt has plans to widen the base of the sales tax by including
wholesale and retail trade, but implementation has been delayed. Delays in com-
pleting tax reform may have wider implications for further reductions in tariffs
given the importance of customs revenues in overall government revenue.

The reform-oriented cabinet, appointed by President Mubarak in October 1999,
has pledged to continue the pace of reform. The cabinet has taken several measures
that would improve Egypt's investment climate. They include a new IPR law that
should be submitted to Parliament this year. The Egyptian government recently
passed a data protection decree, and approval is pending for the first application
made by a U.S. company on an exclusive marketing rights decree approved earlier
this year. Up to 20 percent of the Egyptian government’s shares in Egypt Telecom
are expected to be sold to private investors through the Egypt and London Stock
Exchanges, possibly within the next year. Parliamentary elections will take place
in October and November 2000.

2. Exchange Rate Policy

Law 38 of 1994 and the executive regulations issued under Ministerial Decree 331
of 1994 regulate foreign exchange operations in Egypt. Responsibility for exchange
rate policy lies with the Egyptian government and is administered by the Central
Bank of Egypt in consultation with the Ministers of Finance and Economy and For-
eign Trade.

As of June 2000, Central Bank foreign exchange reserves stood at $15.1 billion.
The Egyptian government notes officially that the free market guides the rates of
exchange set by the Central Bank, other approved banks, and dealers. The Central
Bank actively monitors the exchange rate in order to assure the Egyptian pound’s
stability. The exchange rate throughout 1999 averaged 3.39 Egyptian pounds (LE)
to $1.00. Strong demand for foreign exchange in mid-2000 caused the dollar ex-
change rate to rise to a rate of LE 3.7 for $1.00 by October. The Central Bank inter-
vened by putting dollars into the banking system, but it did so with smaller and
less frequent infusions than in the past, signaling Egyptian government willingness
to allow the pound to float toward a realistic value with reduced government inter-
vention. The rates offered by bureaus of exchange, which account for approximately
6 percent to 10 percent of daily foreign exchange transactions, are as high as 3 per-
cent above the standard commercial rate.

While in principle foreign currency transfers are unrestricted, the business com-
munity has reported frequent delays in the processing of requests to convert Egyp-
tian pounds to foreign currency. Exports in recent years may have been affected by
the real appreciation of the Egyptian pound vis-a-vis other developing countries’ cur-
rencies. The Egyptian government may be seeking to make Egyptian exports more
attractive by moving less aggressively to prop up the pound.

3. Structural Policies

In general, prices for most products are market based, although the Egyptian gov-
ernment provides direct and indirect subsidies on key consumer goods to benefit
Egypt's poor (including bread, which stimulates the demand for U.S. wheat). Phar-
maceutical prices are set by the Ministry of Health. Railway fares, electricity, petro-
leum and natural gas prices are gradually being deregulated to reflect actual costs.

Under its trade liberalization program and in accordance with its WTO obliga-
tions, Egypt has made progress in reducing tariffs. In keeping with its WTO com-
mitments, in 1998 Egypt reduced the maximum tariff rate for most imports from
a high of 50 percent to 40 percent. Many cases of high tariffs persist, however, such
as those affecting the import of automobiles, automobile spare parts and U.S. poul-
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try products. A ban on fabric imports was lifted in 1998, and tariff rates on many
categories of textile imports are being reduced in accord with WTO commitments,
although tariffs for some areas of textiles remain at high levels. Egypt is in the
process of implementing the Harmonized System of product classification, an under-
taking it plans to complete in July 2001. Although the government recognizes the
need to eliminate non-tariff barriers to trade, businesses report that red tape and
cumbersome bureaucracy remain significant problems. This situation should im-
prove with further modernization (e.g., computerization) of the Customs Service and
implementation of WTO customs valuation procedures in 2001.

The Egyptian government has adopted a value-added tax (VAT) that is applied
for most sales transactions (staple food items are exempted). Other reforms include
lowering marginal tax rates, simplifying the tax rate structure, and improving ad-
ministration of tax policy. Despite such efforts, businesses consistently note the need
for reform and modernization of Egypt's tax system, describing its current adminis-
tration as slow, unpredictable, and lacking in transparency. USAID is currently as-
sisting the Egyptian government to overhaul the tax system, and government ex-
pects to present a new sales tax law to Parliament in 2001.

4. Debt Management Policies

In early 1991 official creditors in the Paris Club agreed to reduce by 50 percent
the net present value of Egypt’s official debt in three tranches of 15, 15 and 20 per-
cent. The IMF conditioned release of the three tranches on successful review of
Egypt's reform program. The United States also forgave $6.8 billion of high-interest
military debt. As a result, Egypt's total outstanding foreign debt has declined sig-
nificantly and stands at about $28 billion in 2000. The majority of Egypt's foreign
debt is official, concessional, and medium- and long-term. The debt service ratio in
2000 is estimated at 7.2 percent (ratio of external debt service to current account
receipts).

In 1996 Egypt and the IMF agreed to an ambitious package of structural reform
measures through 1998. The IMF approved a $291 million precautionary stand-by
agreement for Egypt. This agreement paved the way for the release of the final $4.2
billion tranche of Paris club relief, reducing Egypt's annual debt servicing burden
by $350 million. In September 1998, Egypt declared that it would not sign a third
program with the IMF. The relationship with the Fund and the Egyptian govern-
ment has thus assumed a consultative aspect only.

5. Aid

The United States is Egypt's largest provider of foreign assistance, having com-
mitted almost $2 billion in FY 2000. The assistance package is divided into eco-
nomic support funds ($695 million) and military assistance ($1.3 billion). U.S. eco-
nomic support assistance levels to Egypt will be gradually reduced over a 10-year
period to a level of about $400 million per annum. Both governments are committed
to working together to maximize the positive impact assistance has on Egypt’s tran-
sition to a private-sector-led, export-oriented economy. A significant portion of the
funds in both assistance categories is used by Egypt to acquire U.S. goods and serv-
ices. For example, around $200 million of exports were financed in FY 1999 through
USAID’s Commodity Import Program. A similar amount is available in FY 2000. An
additional $200 million was used to finance technical assistance and services. The
Department of Agriculture provided credit guarantees in FY 2000 to support U.S.
agricultural exports through GSM 102 ($20 million) and the Export Enhancement
Program ($9 million).

6. Significant Barriers to U.S. Exports

Egypt became a member of the World Trade Organization (WTO) in June 1995.
Trade should be facilitated by increased transparency and improved notification to
the WTO and major trading partners of changes the Egyptian government makes
to bring Egypt’s trade regime into WTO compliance.

Services Barriers: The Egyptian government controls many service industries. Re-
cent government policies allow private sector involvement in ports, maritime activi-
ties, and airports, an opening that has led to significant interest and activity in the
private sector. Private firms dominate advertising services. Egypt has modified its
laws and regulations in accordance with its WTO financial services commitments.

Banking: Foreign bank branches, including those from a number of U.S. banks,
have been permitted to conduct full service retail banking operations since 1993. In
1996 Parliament passed a bill amending the banking law and allowing foreign own-
ership in joint venture banks to exceed 49 percent, thus encouraging greater com-
petition. In another significant development, Law 155 was passed in 1998. It pro-
vided the constitutional basis needed for privatization of the four largest public sec-
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tor banks. There is no clear timeline for the government's oft-postponed plans to pri-
vatize a public sector bank.

Securities: International brokers are permitted to operate in the Egyptian stock
market. Several U.S. and European firms have established operations or purchased
stakes in brokerage firms. Equity for the sale of state-owned enterprises is raised
partly through the Egyptian stock exchange.

Insurance: The passage of a new insurance law in 1998 marked a potentially sig-
nificant milestone for the sector and the national economy. The law permits foreign
insurance companies to own up to 100 percent of Egyptian insurance firms. In 1999
the Egyptian government approved the first application by a U.S. firm for majority
ownership. Previously, foreign ownership was restricted to a minority stake. There
are five private sector insurance companies, three of which are joint ventures with
U.S. firms. The Egyptian government has pressed foreign firms seeking to enter
Egypt's non-life insurance markets to do so by purchasing an existing Egyptian in-
surance firm.

Telecommunications: In October 1999 a new Ministry of Communications and In-
formation Technology was created to manage telecom and IT policy. Telecom Egypt
is the nation’s fixed-line monopoly. There are many private sector operators in inter-
net and cellular and pay telephone systems. In recent years Egypt's telecommuni-
cation infrastructure has undergone extensive modernization with the addition of
five million lines. Government plans to sell up to 20 percent of Telecom Egypt before
November 2000 have been delayed by unfavorable market conditions. The mobile
system has expanded significantly in the last four years as the result of increased
GSM capacity. In 1996 a government-owned firm (Arento) was created with an ini-
tial GSM capacity of 90,000 lines. The establishment of two private sector compa-
nies in 1998 (Mobinil and Misrphone) has boosted the GSM system to one million
lines. As of October 2000, the Egyptian government had not signed the WTO Basic
Telecommunications or Information Technology agreements.

Maritime and Air Transportation: Maritime transport lines and services operated
until recently as government monopolies. Law 22 of 1998 opened these areas to the
private sector. This law permits the establishment of specialized ports on a build-
own-operate basis. Under the new business environment created by Law 22, the pri-
vate sector is becoming increasingly involved in container handling. In addition,
Egypt Air's monopoly on carrying passengers has been curtailed, and several pri-
vately owned airlines now operate regularly scheduled domestic flights and inter-
national charter services, although the national carrier remains, by far, the domi-
nant player in the sector. Private firms have also become active in airport construc-
tion.

Standards, Testing, Labeling, and Certification: While Egypt has decreased tariffs
and bans on the importation of many products, other non-tariff barriers have in-
creased. Many items removed from the ban list were added to a list of commodities
requiring inspection for quality control before customs clearance. This list now com-
prises 131 categories of items including meat, fruits, vegetables, spare parts, con-
struction products, electronic devices, appliances, transformers, household appli-
ances, and many consumer goods. Agricultural commodities have been increasingly
subject to quarantine inspection, so much so that some importers have begun ar-
ranging inspection visits in the United States to facilitate Egyptian customs clear-
ance. Product specification also can be a barrier to trade. For example, Egyptian
Standard Number 1522 of 1991 concerning inspection of imported frozen meat set
an unattainable maximum 7 percent content of fat. In September 2000 Egypt im-
posed a duty of 45 percent on imported milk powder as a provisional safeguard
measure to protect local milk producers.

Imported goods must be marked and labeled in Arabic with the brand and type
of the product, country of origin, date of production and expiry date, and any special
requirements for transportation and handling of the product. An Arabic language
catalog must accompany imported tools, machines and equipment. The government
mandates that cars imported for commercial purposes must be accompanied by a
certificate from the manufacturer stating that they are suited for tropical climates.
In addition, according to a 1998 Ministerial Decree, imports of automobiles are re-
stricted to the current model year in any given year. Many of these standards are
at odds with WTO agreements prohibiting non-technical barriers to trade. Only
bona fide health and safety standards based on scientific evidence are mandatory
under WTO; all other standards must be voluntary.

Investment Barriers: The General Authority for Free Zones and Investment
(GAFI) has responsibility for regulating foreign investment. The Egyptian govern-
ment implemented Law 8 of 1997 to facilitate foreign investment by creating a uni-
fied and clear package of guarantees and incentives. Egypt and the United States
have signed a Bilateral Investment Treaty and an Investment Incentive Agreement
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which extends political risk insurance (via the Overseas Private Investment Cor-
poration) for American private investment. In addition, the Egyptian government is
a signatory to the International Convention for the Settlement of Investment Dis-
putes.

Government Procurement: The Egyptian government passed a government pro-
curement law in 1998 which is intended to increase transparency, assure equal op-
portunity among bidders, and protect contractor rights. The law mandates that deci-
sions on bids are to be explained in writing, and more weight will be accorded to
technical considerations in awarding contracts. The law also requires the immediate
return of bid bonds and other guarantees once the tender is awarded. Egypt is not
a signatory to the WTO Government Procurement agreement.

Customs Procedures: In 1993 Egypt adopted the Harmonized System of customs
classification. Tariff valuation is calculated from the so-called “Egyptian selling
price,” which is based on the commercial invoice that accompanies a product the
first time it is imported. Customs authorities retain information from the original
commercial invoice and expect subsequent imports of the same product (regardless
of the supplier) to have a value no lower than that noted on the invoice from the
first shipment. As a result of this presumption of increasing prices and the belief
that under-invoicing is widely practiced, customs officials routinely and arbitrarily
increase invoice values from 10 to 30 percent for customs valuation purposes. Mod-
ernization (computerization) of customs operations and implementation of the WTO
customs valuation procedures in July 2001, should reduce the time required to clear
goods and make the valuation process more efficient and more accurate.

7. Export Subsidies

At present Egypt has no direct export subsidies. Certain exporting industries may
benefit from duty exemptions on imported inputs (if released under the temporary
release system) or receive rebates on duties paid on imported inputs at the time of
export of the final product (if released under the drawback system). Under its com-
mitments to the World Bank, the Egyptian government has increased energy and
cotton procurement prices. It has also reduced indirect subsidization of exports by
removing many of the privileges previously enjoyed by public sector enterprises
(e.g.,)subsidized inputs, credit facilities, and preferential energy prices and customs
rates).

8. Protection of U.S. Intellectual Property

IPR Law: In the spring of 2000 the Egyptian government drafted a new Intellec-
tual Property Rights law. A final draft of the law was released to the public in Sep-
tember and was approved by Cabinet in October. It is anticipated that the law will
be submitted to the next session of Parliament for adoption. The law addresses IPR
issues in such areas as patents (and includes data protection), trademarks (includ-
ing industrial designs), and copyrights (with enhanced protection to sound and mo-
tion picture recordings and computer software). The Egyptian government has made
an effort to make the new law conform with WTO Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS) requirements.

Watch List Designation: Due primarily to exclusion of pharmaceutical products
from adequate patent protections, the United States Trade Representative placed
Egypt on the “Priority Watch List” in 1997. Egypt has remained on the Priority
Watch List each year since, including 2000. Two significant IPR regulations, a data
exclusivity decree and an exclusive marketing rights decree, have been drafted but
had not been implemented by the Egyptian government as of November 2000. These
decrees would provide significant new protections to U.S. products in Egypt.

9. Worker Rights

a. The Right of Association: Egyptian workers may join trade unions but are not
required to do so. A union local or worker’'s committee can be formed if 50 employees
express a desire to organize. Most union members (about 27 percent of the labor
force) are employed by state-owned enterprises. There are 23 industrial unions, all
required to belong to the Egyptian Trade Union Federation (ETUF), the sole legally
recognized labor federation. The ETUF, although semiautonomous, maintains close
ties with the governing National Democratic Party. Despite the ETUF leadership as-
sertion that it actively promotes worker interests, it generally avoids public chal-
lenges to government policies.

b. The Right to Organize and Bargain Collectively: A proposed new labor law pro-
vides statutory authorization for collective bargaining and the right to strike, rights
which are not now adequately guaranteed. Under the current law, unions may nego-
tiate work contracts with public sector enterprises if the latter agree to such nego-
tiations, but unions otherwise lack collective bargaining power in the state sector.
Under current circumstances, collective bargaining does not exist in any meaningful
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sense because the government sets wages, benefits, and job classifications by law,
leaving few issues open to negotiation. Larger firms in the private sector generally
adhere to such government-mandated standards.

c. Prohibition of Forced or Compulsory Labor: Forced or compulsory labor is illegal
and not practiced.

d. Minimum Age for Employment of Children: In 1996 Parliament adopted a new
“comprehensive child law” drafted by the National Council for Childhood and Moth-
erhood. The minimum age for employment was raised from 12 to 14 years. Child
workers are also required to obtain medical certificates and work permits before
they are employed. Nongovernmental organizations estimate that some 1.5 million
children below the age of 15 work in Egypt, most in seasonal agricultural activities.
The Egyptian government has not conducted a comprehensive survey of child labor
since the late 1980s. Egypt is a signatory to International Labor Organization (ILO)
Convention 138 addressing child labor and is expected to sign ILO Convention 182
in 2001.

e. Acceptable Conditions of Work: The government and public sector minimum
wage is approximately $33 per month for a six-day, 42-hour workweek. Base pay
is supplemented by a complex system of fringe benefits and bonuses that may dou-
ble or triple a worker’s take-home pay. The minimum wage is also legally binding
on the private sector, and larger private companies generally observe the require-
ment and pay bonuses as well. The Ministry of Manpower sets worker health and
safety standards, which also apply in the free trade zones, but enforcement and in-
spection are uneven.

f. Rights in Sectors with U.S. Investments: The five worker rights above are ap-
plied in goods-producing sectors in which U.S. capital is invested in the same man-
ner as in other sectors.

Extent of U.S. Investment in Selected Industries—U.S. Direct Investment Position Abroad on an
Historical Cost Basis—1999

[Millions of U.S. Dollars]

Category Amount

PetroleUm ... 1,485
Total Manufacturing ................ 573

Food and Kindred Products .... ®

Chemicals and Allied Products .. 91

Primary and Fabricated Metals ............. ®

Industrial Machinery and Equipment ... 14

Electric and Electronic Equipment ........ -2

Transportation Equipment ............ ®

Other Manufacturing ...........
Wholesale Trade ................ 48
Banking .......ccccocoeiiiiiieniiieens 177
Finance/Insurance/Real Estate 0
Services ............ -81
Other Industries ................... 11
TOTAL ALL INDUSTRIES ...vviieiieiiieeee e 2,213

(1) Suppressed to avoid disclosing data of individual companies.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

ISRAEL
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1998 1999 2000

Income, Production and Employment:

Nominal GDP .......cociiieiie e 100.7 100.8 107

Real GDP Growth (in percent) .........cccccovvveeneerneenne. 2.2 2.3 5.0

GDP by Sector:
AGriCUItUre ..o 1.9 1.9 18
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Key Economic Indicators—Continued

[Billions of U.S. Dollars unless otherwise indicated]

1998 1999 20001
Manufacturing ........ccccccoviiniieniii s 19.7 19.6 20.9
Construction . 7.0 6.0 6.0
Services ........ 41.3 42.9 47.2
Public Sector ............... 33.2 32.7 34.0

Per Capita GDP (US$) ... 16,870 16,470 17,200
Labor Force (000s)2 ............. . 2,266 2,345 2,500
Unemployment Rate (PCt)2 ......ccoeviviiieiiiniiieneee, 8.5 8.9 8.5

Money and Prices (annual percentage growth):
Money Growth (M2) (PCt)3 ..coveeiieeeiie e 17.
Consumer Inflation (pct)s ... "
Exchange Rate (NIS/US$) 2

Balance of Payments and Trade:
Total EXPorts FOB ......cccooviiiiiieecieee e
Exports to United States .. .
Total Imports CIF4 .................
Imports from United States4 ..
Trade Balance? ..........ccccecieeenne
Balance with United States4 ..
External Public Debt (gross) ..
Fiscal Deficit/GDP (pct) .................
Current Account Deficit/GDP (pct)
Debt Service/GDP (PCt) .....cocevvveiiiniiiiinene
Gold and Foreign Exchange Reservess ....
Aid from United States ..........ccccoceerviennene .
Aid from Other Countries ..........ccccoviieniieeeniieeee

12000 indicators estimated using partial-year data.
2Annual average.

3December to December.

4Excludes defense imports.

SAt end of year.
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1. General Policy Framework

Israel is an open economy, increasingly competitive internationally in such high
technology sectors as telecommunications, software, pharmaceuticals, and bio-
medical equipment. The economy is expected to grow between 4.5 and 5 percent in
2000, although some economists project a lower figure due to concern about the ef-
fects of violence in parts of Israel, the West Bank and Gaza in late 2000.

The inflation-adjusted central government budget deficit for 2000 should drop to
1.5 percent of GDP or lower, well within its 2.5 percent of GDP target this year,
on the back of a strong revenue intake and fiscal restraint. The 2001 budget calls
for a fiscal deficit target of 1.75 percent of GDP, falling to 1.25 percent of GDP by
2003. However, Israel officially reports only the central government fiscal deficit and
not the conventional overall fiscal deficit, which is much higher. Defense spending
remains the largest single component of the Israeli budget, but the most rapidly
growing portions of the budget have been in the area of social services, such as
health care, education, and direct payments to individuals and institutions.

The Bank of Israel has maintained a relatively strict monetary policy over the last
two years. The result has been very little inflation. The inflation rate in 2000 is ex-
pected to fall below one percent. The inflation rate in 1999 was 1.3 percent, the low-
est level in more than 30 years. The lIsraeli shekel remained strong through most
of 2000, although it appeared to weaken later in the year due to political uncer-
tainty. Israel’s official inflation target for 2001 is 2.5 to 3.5 percent.

Taxes in Israel remain high, with marginal tax rates (including payments for so-
cial security insurance) reaching 60 percent. The government tried, but failed, to
push through a far-reaching income tax reform package that would have eliminated
most exemptions and lowered marginal rates. The government plans to resubmit a
more limited tax reform program by the end of 2000, but passage will be difficult
amidst political uncertainty. The government would like to reduce taxes on working
income and raise taxes on certain capital gains. The reform, if passed, would also
equalize tax treatment of domestic and foreign investments. One positive tax devel-
opment was the decision, taken in mid-2000, to eliminate or reduce purchase taxes
on more than 600 items, including imported products like color televisions, refrig-
erators, VCRs, dishwashers and cosmetics.
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2. Exchange Rate Policy

The shekel floats within a pre-defined target zone against a basket of currencies:
the dollar, yen, euro, and pound sterling. As a matter of policy, the Bank of Israel
does not intervene in the foreign exchange markets as long as the shekel remains
within the target zone, although it is obligated to do so once the limits of the zone
are reached.

Israel has ended almost all of its remaining capital controls, except for limits on
Israeli institutions’ foreign investments. The government decided in 2000 to allow
insurance companies to invest up to five percent of their assets overseas for the first
time.

3. Structural Policies

Over the past decade, Israel has gradually reduced the degree of government in-
volvement in and control over the economy while increasing the influence of domes-
tic and international competition. Israel signed a Free Trade Agreement with the
United States in 1985 and has similar agreements with the EU, the EFTA, Mexico,
and other countries. This policy of increasing exposure to international competition
has led to a significant restructuring of Israeli industry.

The government is continuing efforts begun several years ago to bring competition
and privatization to the telecommunications sector. In September 2000 the govern-
ment announced rules for permitting competition in the provision of domestic tele-
phone service. The government expects to announce tenders for the sale of wireless
broadband frequencies, an additional commercial television station, and another
wireless telephone service provider. Early in 2001, it expects to sell off its remaining
shares of Bezeq, the primary domestic telephone service provider. Competition al-
ready exists in International long distance service. The government’s plan to permit
competitive broadband internet services has sparked intense rivalry among tele-
phone, cable television, and other telecommunications providers. The government is
continuing to revise regulations covering the telecommunications sector. The govern-
ment sold its remaining shares in Bank Hapoalim in 2000. It is hoping to move
ahead in 2001 with plans to sell the state airline, El Al, and the state shipping com-
pany, Zim.

The state power company, Israel Electric (IEC), dominates electricity generation
and distribution in Israel. Under current law, independent producers can generate
up to ten percent of Israel’s electricity; another ten percent of Israel’s power needs
could be met by imports. Both areas could provide opportunities for U.S. companies.
Plrogress towards opening up the electricity market to competition has been very
slow.

4. Debt Management Policies

Israel’s gross public debt totaled $27.9 billion as of mid-2000. Israel's total gross
foreign debt (including both public and private debt) was $60 billion. After netting
out foreign assets of $50.3 billion, the country’s net debt fell $1.1 billion from the
beginning of the year, and stood at $9.7 billion.

5. Aid

U.S. assistance to Israel for fiscal year 2001 includes $1.98 billion in military aid
(of which over $1.4 billion was earmarked for procurement from the United States)
and economic assistance totaling $840 million. Israel also received various forms of
support for military research and development, notably for missile defense.

6. Significant Barriers to U.S. Exports

With the exception of some categories of agricultural products and processed
foods, all duties on products from the United States were eliminated under the 1985
United States-Israel Free Trade Area Agreement (FTAA) by January 1, 1995. In
late 1996 the United States and Israel agreed on a five-year program of agricultural
market liberalization. The agreement covers all agricultural products, and provides
for increased access during each year of the agreement via tariff rate quotas (TRQ)
and tariff reductions. This agreement will be renegotiated in 2001. In 2000, for the
firk;st time, Israel met its commitment to publish TRQs for the following year by Oc-
tober 31.

Israel calculates import value according to the Brussels Definition of Value (BDV),
a method that tolerates uplifts of invoice prices. A uniquely Israeli form of protec-
tion is called “TAMA.” TAMA is a post-duty uplift designed to convert the CIF value
plus duty to an equivalent wholesale price for purposes of imposing purchase tax.
Coefficients for calculation of the TAMA vary from industry to industry and from
product to product. There is no TAMA on food or beverages other than spirits.

In addition, purchase taxes from 25 to 95 percent are applied to many goods.
Israel eliminated or reduced purchase taxes on over 600 products in 2000, including



366

consumer electronics, household appliances, building inputs, and office equipment.
The purchase taxes on automobiles, fuel and alcoholic beverages were not reduced.
Where remaining, purchase taxes apply to both local and foreign products.

Although Israel agreed in 1990 to harmonize standards treatment, either by drop-
ping health and safety standards applied only to imports or making them manda-
tory for all products, implementation of this promise has been slow. Enforcement
of mandatory standards on domestic producers can be spotty, and in some cases
(e.g., refrigerators, auto headlights, plywood, and carpets) standards are written so
that domestic goods meet requirements more easily than do imports. Israel has
agreed to notify the United States of proposed new mandatory standards to be re-
corded under the WTO.

The Standards Institution of Israel is proposing a bilateral Mutual Recognition
Agreement of Laboratory Accreditation with the United States that could result in
the acceptance of U.S.-developed test data in Israel. The proposed program would
eliminate the need for redundant testing of U.S. products in Israel to ensure compli-
ance with mandatory product requirements. The Israeli cabinet decided in August
1999 that official Israeli standards could incorporate in their entirety more than one
foreign standard. The government’s delay in developing implementing regulations,
however, has caused difficulties for a few U.S. manufacturers.

Israeli policies in high tech sectors are evolving. Recent developments have raised
concerns for the United States in the areas of information technology (the right of
cable companies to offer internet services) and advertising (proposed Israeli govern-
ment regulations on advertising on foreign cable TV channels directed at the Israeli
market). The U.S. government is closely following these sectors.

The government actively solicits foreign investment, including in the form of joint
ventures, and especially in industries based on exports, tourism, and high tech-
nology. Foreign firms are accorded national treatment in terms of taxation and labor
relations and are eligible for incentives for investments in priority development
zones after receiving the approval of the Ministry of Industry and Trade. The incen-
tive program provides grants of up to twenty percent of the amount of capital in-
vested and tax benefits for investments in the development priority regions. There
are generally no restrictions on foreign ownership, but a foreign-owned entity must
be registered in Israel. Profits, dividends, and rents can generally be repatriated
without difficulty through a licensed bank. Over 2000 U.S. companies have subsidi-
aries or other representation in Israel, according to the Israel-America Chamber of
Commerce. Investment in regulated sectors, including banking, insurance, and de-
fense-related industries, requires prior government approval.

Israel has one free trade zone, in the city of Eilat. In addition, there are three
free ports: Haifa, Ashdod, and the port of Eilat. Enterprises in these areas may
qualify for special tax benefits and are exempt from indirect taxation.

Israel is a member of the WTO. It is a signatory to the Uruguay Round Procure-
ment Code, intended to enable more open and transparent international tendering
procedures for a wide range of government entities. However, while some govern-
ment entities notify the U.S. government of tenders valued at over $50,000, many
do not, and the notices that are received frequently carry short deadlines and are
often only in Hebrew. Complex technical specifications and kosher certification re-
quirements discourage foreign participation in government tenders for food.

The government frequently seeks offsets (subcontracts to Israeli firms) of up to
35 percent of total contract value for purchases by ministries, state-owned enter-
prises, and municipal authorities. Failure to enter into or fulfill such industrial co-
operation agreements (which may involve investment, co-development, co-produc-
tion, subcontracting, or purchase from Israeli industry) may disadvantage a foreign
company in government awards. Although Israel pledged to relax offset requests on
civilian purchases under the FTAA, Israeli law continues to require such offsets.

Israeli law provides for a 15 percent cost preference to domestic suppliers in many
public procurement purchases, although the statute recognizes the primacy of
Israel’'s bilateral and multilateral procurement commitments. The cost preference
for local suppliers can reach as high as 30 percent for firms located in Israel's pri-
ority development areas.

In addition to its WTO multilateral trade commitments and its FTAA with the
United States, Israel has free trade agreements with the European Union, Canada,
the Czech Republic, Slovakia, Turkey, Hungary, Poland, Slovenia, Mexico, and the
EFTA states. It also has a preferential trade agreement with Jordan. Israel’s import
liberalization program and negotiation of new free trade agreements have diluted
U.S. advantages under the bilateral FTAA.
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7. Export Subsidy Policies

Israel has eliminated virtually all of its export subsidy programs. It retains a
mechanism to extend long-term export credits, but the volumes involved are small,
roughly $250 million. Israel has been a member of the WTO/GATT Subsidies Code
since 1985.

8. Protection of U.S. Intellectual Property

Israel's legal system provides for protection of IPR, but enforcement of IPR laws
is not adequate. The U.S. Trade Representative placed Israel on the “Special 301"
Priority Watch List in 2000 due in large part to U.S. concern over continuing illegal
copying and sale of video and audio recordings. USTR noted that the government
of Israel had taken important steps to improve its IPR record, including the estab-
lishment of a special IPR unit in the police and passage of legislation to implement
the Trade Related Aspects of Intellectual Property (TRIPS) agreement. Neverthe-
less, enforcement of IPR laws remains weak and punishments for IPR violations are
insufficient. In addition, concerns remain over possible TRIPS deficiencies, such as
failure to protect adequately confidential test data and to provide criminal penalties
for unauthorized end-user copying of computer software.

Israel passed legislation in December 1999 intended to bring it into compliance
with its commitments under the WTO TRIPS Agreement. The Israeli government
is also developing amendments to its copyright law that would make it easier for
Israeli prosecutors to bring charges against copyright violators, and establish a roy-
alty judge to adjudicate among rival royalty claimants.

Israel is a member of the World Intellectual Property Organization (WIPO), and
is a signatory to the Bern Convention for the Protection of Literary and Artistic
Works, the Universal Copyright Convention, the Paris Convention for the Protection
of Industrial Property, and the Patent Cooperation Treaty. Israel is also a member
of the International Center for the Settlement of Investment Disputes (ICSID) and
the New York Convention of 1958 on the recognition and enforcement of foreign ar-
bitral awards.

In September 2000 a law went into effect that allows the parallel import of phar-
maceutical products. Several pharmaceuticals companies have challenged this law
in court, but a trial has not yet taken place.

9. Worker Rights

a. The Right of Association: Israeli workers may join freely established organiza-
tions of their choosing. Most unions belong to the General Federation of Labor
(Histadrut) and are independent of the government. Histadrut's membership
dropped sharply in the mid-nineties after the federation’s links with the nation’s
largest health care fund were severed. A majority of the workforce remains covered
by Histadrut's collective bargaining agreements. Non-Israeli workers, including non-
resident Palestinians from the West Bank and Gaza who work legally in Israel, are
not members of Israeli trade unions but are entitled to some protection in organized
workplaces. The right to strike is exercised often. Unions freely exercise their right
to form federations and affiliate internationally.

b. The Right to Organize and Bargain Collectively: lIsraelis fully exercise their
legal right to organize and bargain collectively. While there is no law specifically
prohibiting antiunion discrimination, the Basic (i.e., quasi-constitutional) Law
against discrimination could be cited to contest discrimination based on union mem-
bership. There are currently no export processing zones, although the free proc-
essing zones authorized since 1994 would limit workers’ collective bargaining and
minimum wage rights.

¢. Prohibition of Forced or Compulsory Labor: Israeli law prohibits forced or com-
pulsory labor for both Israeli citizens and noncitizens working in Israel.

d. Minimum Age for Employment of Children: Children who have attained the age
of 15 and who remain obligated to attend school may not be employed, unless they
work as apprentices under the terms of the apprenticeship law. Nonetheless, chil-
dren who have reached the age of 14 may be employed during official school holi-
days. The employment of children aged 16 to 18 is limited to ensure adequate time
for rest and education. Ministry of Labor inspectors are responsible for enforcing
these restrictions, but children’s rights advocates contend that enforcement is unsat-
isfactory, especially in smaller, unorganized workplaces. Illegal employment of chil-
dren does exist, mainly concentrated in urban light industrial areas.

e. Acceptable Conditions of Work: The minimum wage is set by law at 47.5 percent
of the average national wage, updated periodically for changes in the average wage
and in the consumer price index. Union officials have expressed concern over en-
forcement of minimum wage regulations, particularly with respect to employers of
illegal nonresident workers. Along with union representatives, the Labor Inspection
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Service enforces labor, health, and safety standards in the workplace. By law, the
maximum hours of work at regular pay are 47 hours per week (eight hours per day
and seven hours before the weekly rest). The weekly rest must be at least 36 con-
secutive hours and include the Sabbath. Palestinians working in Israel are covered
by the law and by collective bargaining agreements that cover Israeli workers.

f. Rights in Sectors with U.S. Investment: Worker rights in sectors of the economy
in which U.S. companies have invested are the same as described above.

Extent